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WHO PAYS®
YOU PAY.

Report Medicare Fraud.

@ Step One
Call your health care provider for an explanation

of unusual or questionable Medicare charges.
Most are honest and want to prevent fraud.

Q Step Two
If you still have questions, call your Medicare

insurance company.

@ Step Three
If you continue to have questions, call the

Medicare Fraud Hotline at:

1-800-HHS-TIPS
(1-800-447-8477)




THE SECRETARY OF HEALTH AND HUMAN SERVICES
WASHINGTON, D.C. 20201

A MESSAGE FROM THE SECRETARY

At the dawn of a new century, we can look back with pride at the achievements of the
Department of Health and Human Services (HHS) over the last severa years. And we can
look forward with confidence to making even greater strides in improving the quality of the
programs and services we provide to the public. To meet that goal, we have to make the
most effective and efficient use of our resources and work aggressively to eliminate fraud,
waste and abuse in our programs and operations. As part of the HHS team, our Office of
Inspector General (OIG) is spearheading those efforts.

Program reform initiatives and intensified efforts to prevent and detect health care fraud,
waste and abuse have been hallmarks of this Administration. Our accomplishmentsin this
area have been impressive, with notable increases in civil settlements, criminal convictions
and exclusions of dishonest or abusive providers reported by OIG in the last few years. But
more important, we have seen real changesin industry behavior as aresult of our activities.
One clear measure of our effectiveness can be seen in the comparative outcomes of OIGs
annual audits of Medicares fee-for-service payments over the last 4 years. The OIG has
worked closely with the Health Care Financing Administration (HCFA) to correct systemic
vulnerabilities that accounted for many of the improper paymentsidentified in itsinitial
review conducted in FY 1997. And we have witnessed an enormous improvement over this
time, with the estimated rate of improper payments dropping from 14 percent in FY 1996 to
less than 8 percent in FY 1999. Other indicators of our success are the decrease in
Medicare spending growth and the extension by the Medicare trustees of their estimate of
thefinancial life of the Trust Fund. The trustees, the Congressional Budget Office and other
outside commentators have consistently cited increased antifraud and abuse efforts as one
of the primary contributing factors in these trends.

| am aso extremely pleased that, for the first time, OIG was able to issue an unqualified, or
clean audit opinion for the Departments FY 1999 financial statements and those of the
major HHS agencies. Thisresult isasignificant milestone, particularly for HCFA, and
reflects the real progress we have made as a Department in providing reliable financial data.

Another of our critical priorities has been child support enforcement. We have been
working harder than ever to ensure that children get the support they are entitled to from
their parents, and our accomplishmentsin thisareaare impressive. The Administrations
criminal child support enforcement initiative Project Save Our Children is showing great
successin its pursuit of chronic delinquent parents who owe large sums of child support.
Much of this success is attributable to the efforts of OIG and the Administration for
Children and Families, Office of Child Support Enforcement, who along with the
Department of Justice, State child support agencies and local law enforcement



organizations, have joined in forming regional task forcesto identify, investigate and
prosecute the most egregious offenders on both the State and Federal levels.

Clearly, we are moving in the right direction on many fronts, but much remains to be done.
| am therefore especially grateful to be working with an Inspector General whose assistance
and support | can count on to help the Department best fulfill its mission of serviceto the

American people.

Donna E. Shalala



FOREWORD

This report covers the full range of the Department of Health and Human Services (HHS)
Office of Inspector General (OIG) activities for the 6-month period October 1, 1999 to
March 31, 2000. An overview of the most significant issues discussed in the report is
provided in the Highlights section.

This semiannual period has been a time of substantial progress in our ongoing efforts to
protect the integrity of HHS programs and operations and to help minimize Government
costs. The successes we have achieved in the area of fraud, waste and abuse are in large
measure due to the efforts of a wide variety of individuals and entities, including the
Department, the Congress, the Department of Justice (DOJ), other law enforcement
agencies, provider groups and program beneficiaries. The accomplishments described in
thisreport are tangible evidence that these partnerships are producing meaningful results.

We have worked diligently with the Department over the past severa years to improve
financial management and accountability. During this reporting period, for the first time, we
were able to issue an unqualified audit opinion on the Departments financia statements.
This represents real progress in HHSs efforts to achieve full financial discipline. Our related
analysis of Medicare payment errors shows the Health Care Financing Administrationss
(HCFASs) continued vigilance in monitoring and reducing such errors, athough we note that
unsupported and medically unnecessary services continue to be pervasive problems. We
will continue to work with HCFA in its efforts to reduce improper payments and ensure
provider integrity.

Key to our antifraud efforts has been the Health Care Fraud and Abuse Control Program,
created under the Health Insurance Portability and Accountability Act, which established a
partnership between OIG and DOJ to coordinate Federal, State and local law enforcement
hedlth care fraud and abuse activities. This reporting period has seen the culmination of
several mgjor joint investigations by OIG and DOJ. Among them was the biggest health
care settlement in the Nation’s history, in which the world's largest provider of dialysis
products and services agreed to pay criminal and civil penalties of $486 million.

In addition to pursuing prosecution and exclusion in cases where violations have occurred,
we have placed a greater emphasis on prevention. We have continued to engage in outreach
initiatives designed to help the medical care industry avoid waste, fraud and abuse and to
increase its compliance with Medicarerules. Vita effortsin this areainclude the issuance of
industry-specific compliance guidance, special fraud alerts and formal advisory opinions to
industry on proposed business practices. We have made our plans, studies and proposals



much more available to interest groups, and have consulted frequently with them to resolve
issues and reach common ground. Moreover, in cooperation with the Departments
Administration on Aging, we have enlisted the assistance of HHS beneficiaries themselves
in preventing and detecting fraudulent and abusive practices. Beyond informing and
assisting the health care industry and the public, these prevention activities help reduce the
Government’ s enforcement costs and program |osses.

We are also working on a number of other compelling issues. For example, we continue to
make significant strides in the area of child support. Our work has contributed to the
Administration’s efforts to increase the rate of paternity establishment in the Nation.
Moreover, through the increased scrutiny and cooperation of the Federal, State and local
agencies responsible for child support enforcement, we have made it much more difficult for
noncustodial parents to ignore their financial obligations to their children. Along with the
HHS Office of Child Support Enforcement and others, we have formed multidisciplinary,
multijurisdictional task forces to identify, investigate and prosecute crimina nonsupport
cases on the Federal and State levels through the coordination of law enforcement, criminal
justice and child support office resources. Based on the successes of these multiagency
teams in identifying and catching those seriously delinquent in their payments, more
children than ever before are getting the help they need and deserve.

Since the beginning of my tenure at HHS, | have pledged to deliver superior performance. |
am exceedingly proud of al that OIG has done to make that promise a reality. However, |
recognize that improvement is a never-ending process and that we must continue to build on
past successes. Therefore, as we embark on the 21st century, | am committed to redoubling
OIG's efforts to assist the Department in becoming a stronger and more efficient
organization. We will continue to provide our customers with the highest possible level of
professionalism and quality through our audits, investigations and inspections and to be a
flexible, responsive organization that Government decision-makers can rely on for timely
information and advice. In this manner, we will optimize our effectiveness and assure the
American taxpayers and the Department’s beneficiaries that they are receiving maximum

value from HHS programs and operations.

June Gibbs Brown
Inspector General



HIGHLIGHTS

INTRODUCTION

This section highlights the most noteworthy recent accomplishments of the Department of
Health and Human Services (HHS) Office of Inspector General (O1G).

STATISTICAL ACCOMPLISHMENTS

For the first half of Fiscal Year (FY) 2000, OIG reported savings of $9.5 billion, comprised
of $8.4 billion in implemented recommendations and other actions to put funds to better use,
$40.5 million in audit disallowances and $968.1 million in investigative receivables. (See
Appendix A and the sections entitted "Resolving Office of Inspector General
Recommendations, A. Questioned Costs" and "Investigative Prosecutions and Receivables’
in the General Oversight chapter for details.)

In addition, for the first half of FY 2000, OIG reported 1,278 exclusions of individuals and
entities for fraud or abuse of the Federal health care programs and/or their beneficiaries, 205
convictions of individuals or entities that engaged in crimes against departmental programs,
and 198 civil actions. (See sections entitled "Fraud and Abuse Administrative Sanctions' in
the Health Care Financing Administration [HCFA] chapter and "Investigative Prosecutions
and Receivables" in the General Oversight chapter.)

Included below are examples of some of OIG’'s most notable accomplishments for the
6-month period ending March 31, 2000.

FINANCIAL STATEMENT AUDIT

During FY 1999, the Department achieved an important milestone in financial
accountability. In its fourth annual audit of the HHS financia statements, OIG issued an
unqualified, or "clean,” opinion for the first time. This opinion means that the Department
successfully resolved previously reported opinion issues and that the FY 1999 statements
reliably presented financial information.

However, OIG found that the Department’s financial systems and reporting needed further
improvement. An integrated accounting system was still lacking, and accounts were not
reconciled and analyzed throughout the year to ensure the accuracy of reported amounts or
to identify emerging problems. This deficiency and continuing problems in controls over
Medicare accounts receivable and Medicare electronic data processing were reported as
material weaknesses.

The OIG also issued its fourth report on the Medicare fee-for-service payment error rate.
Based on a gtatistically valid sample, improper payments totaled an estimated $13.5 billion,



or about 7.97 percent of the $169.5 billion in FY 1999 processed fee-for-service payments.
While this year's estimate is about $1 billion higher than last year’s, OIG cannot conclude
that the current estimate is statistically different. This year's estimate is $9.7 billion less
than that for FY 1996, when OIG developed the first national error rate. (See pages 2, 3 and
66)

SIGNIFICANT INVESTIGATIVE RESULTS
Following are some of the major settlements that were finalized during this reporting period.

L] Dialysis Services Company

The Government reached a record-breaking Medicare fraud settlement with Fresenius
Medical Care Holdings, Inc. (FMCH), the Nation's largest provider of kidney dialysis
products and services. As a result of a joint investigation by OIG and multiple law
enforcement agencies and an OIG audit, FMCH agreed to a global resolution under which
three subsidiaries pled guilty, and the company agreed to pay $486 million to resolve the
criminal and civil aspects of the case. As part of the civil settlement agreement for credit
balances, the company paid directly to HCFA $11 million for overpayments which were
previously reported to the fiscal intermediaries but never recouped. The alleged misconduct
involved illegal kickback activity, submission of false claims for diaysis-related nutrition
therapy services, improper billing for laboratory services and false reporting of credit
balances. This misconduct was engaged in by National Medical Care, a nationwide dialysis
company, and various of its subsidiaries prior to a 1996 merger with FMCH. As part of the
settlement, the company also entered into the most comprehensive corporate integrity
agreement ever imposed by OIG. (See page 33)

L] Nursing Home Chain

In the largest settlement ever reached in a nursing home case investigated by OIG, Beverly
Enterprises, Inc. (Beverly), the Nation’s largest nursing home chain agreed to pay the
Government $175 million to resolve criminal and civil issues and entered into a corporate
integrity agreement with OIG. This multimillion dollar globa settlement resolved
alegations that the nursing home chain engaged in a nationwide scheme to defraud
Medicare of approximately $400 million by inflating nursing costs charged to the program.
Under the terms of the settlement, Beverly will pay $170 million in a civil settlement, based
on a limited ability to pay. A company subsidiary, which also pled guilty to crimina
charges, will pay $5 million in criminal fines and divest itself of 10 nursing homes. (See
page 20)

[l Former Medicare Fiscal Intermediary

Anthem Blue Cross and Blue Shield of Connecticut (Anthem), Connecticut’'s former
Medicare fiscal intermediary, agreed to pay the Government $74.3 million to resolve
allegations of wrongdoing by its predecessor corporation. The company allegedly falsified
hospital cost reports to meet Government performance standards as a Medicare fiscal
intermediary. The company’s misconduct led severa Connecticut hospitals to improperly
receive Medicare overpayments and enabled the company to obtain a better performance
evauation from the Health Care Financing Administration (HCFA) than it would have



otherwise received. This settlement represents the largest civil settlement in a health care
fraud case in the State and the second largest M edicare contractor settlement nationwide. As
part of the settlement, the company, which is no longer an intermediary, agreed to the
imposition of a corporate integrity agreement for 5 years for its Medicare+Choice health
mai ntenance organization contract, which it still operates. (See page 34)

FRAUD PREVENTION

The OIG has aso continued to expand activities designed not just to uncover existing fraud
and abuse, but to prevent it.

[ ] safe Harbor Regulations

The OIG’s efforts to focus on preventing health care fraud includes guidance to industry on
the propriety of health care transactions. In this reporting period, OIG published two
significant final regulations creating 10 new safe harbors to the Federal anti-kickback
statute. The new safe harbors address a variety of payment arrangements, including certain
joint venture and recruitment arrangements in underserved urban and rura aress,
investments in ambulatory surgical centers and managed care or "risk sharing”
arrangements. The final regulations also clarified certain aspects of the existing safe
harbors. (See page 15)

L] Compliance Guidance

A key element of OIG’s prevention efforts has been the devel opment of compliance program
guidance to encourage and assist the health care industry to fight fraud and abuse. The
guidance, developed in conjunction with the provider community, identifies steps that health
providers may voluntarily take to improve adherence to Medicare and Medicaid rules.
During this reporting period, OIG developed and released final compliance guidance for
Medicare + Choice organizations that offer coordinated care plans and nursing homes. (See

page 36)

PATIENT PROTECTION

Patient protection continued to be afocus of OIG audit, inspection and investigation activity
this reporting period.

L] Adverse Drug Reactions

To ensure a prompt and appropriate regulatory response to reports of adverse drug reactions
(ADRs), OIG proposed that, among other actions, FDA more effectively coordinate its
post-market drug risk assessment and review divisions, establish a quality control system
that ensures that potentially serious ADRs are not overlooked; and coordinate with HCFA to
require hospitals to report all serious ADRS as a condition of participating in Medicare and
Medicaid. (See page 50)

L] Infusion Therapy Services Provided in Skilled Nursing Facilities

The OIG found that because suppliers provided skilled nursing facilities (SNFs) with
unnecessary, overpriced and incorrectly billed infusion therapy services, patients were



placed at risk, SNFs were overpaid by Medicare and infusion therapy costs were incorrectly
classified on SNF cost reports. The OIG recommended that before HCFA refines or updates
the SNF prospective payment system rates, it consider the impact of the overpayments for
infusion therapy services; identify and recover such overpayments to SNFs; and direct its
contractors to perform medical reviews to ensure that patients are receiving the appropriate
levels of infusion therapy. (See page 9)

[ ] External Review of Hospital Quality

The OIG discussed State initiatives aimed at overseeing hospital quality in afollow-up study
to a recent series of reports that assessed the roles played by HCFA and the Joint
Commission on Accreditation of Healthcare Organizations in overseeing hospitals that
participate in Medicare. (See page 4)

MANAGED CARE

In this semiannual period, the OIG has released a number of studies that have looked at
various aspects of managed care.

L] Capitation Payments

The OIG found that the base year rates used to determine Medicare capitation payments to
managed care organizations (MCOs) were overstated by 4.2 percent, and would cause
capitation payment excesses totaling $11.3 billion and $34.3 billion over the next 5 and the
next 10 years, respectively. (See pageb)

[l Federal/State Medicaid Partnership

As part of its partnership work with the Florida Auditor General’s Office, OIG found that
beneficiaries dually eligible for Medicare and Medicaid received Medicaid medical services
and drugs paid for by the State Medicaid fee-for-service program that should have been
covered by a Medicare MCO. The OIG recommended that the State recover $4.7 million in
unallowable payments from one MCO, and identify the liability of each of the other 50
MCOs in the statistical samples reviewed; OIG estimated that these liabilities total $11.2
million. (See page 44)

[l Medicaid Mental Health Programs

Three related reports reviewed mental health programs in seven States that were among the
first to convert from fee-for service to mandatory managed care. This allowed those States
to offer more specialized and creative outpatient services, and it was found that overall use
of mental heath services increased. However, the impact on beneficiaries was not
quantified due to lack of outcome measurement systems. State respondents reported
reduced costs, but OIG found that savings from managed care operations were not always
used to improve mental health services. (See page 45)

HOME HEALTH

Medicare home health services were revisited by OIG auditors, inspectors and investigators
during this reporting period.



[ ] Home Health Services in Four States: A Follow-Up

In this follow-up to an earlier review, OIG found that the rate of improper or highly
questionable Medicare home health services fell from 40 percent for the 15-month period
ending March 31, 1996 to 19 percent for the 9-month period ending September 30, 1998.
The OIG recommended that HCFA, among other actions, consider the 19 percent error rate
before adjusting the current home health agency (HHA) payments, and account for any error
payments used in calculating the current HHA prospective payment system rates before
adjusting the rates. (See page 16)

[ ] Home Health Agency Fraud

The OIG continued to address home health agency (HHA) fraud through the sponsorship of
a home health fraud conference and through the investigation of home health fraud itself. At
the conference held in December 1999, representatives of Government agencies and private
insurers came together to discuss the successful investigation and prosecution of home
health fraud cases. Thisinformation sharing session provided attendees with the opportunity
to compare HHA cases and the strategies used to work them. In addition to hosting this
conference, OIG also achieved significant results in investigating home health fraud this
period. One major example of OIG’s success in this area was its investigation and audit of
what was once South Florida's highest paid HHA Medicare provider. Initiated as part of
Operation Restore Trust, OIG’s efforts in this case resulted in the indictment of 26 peoplein
December 1998 and an information filed against an additional individual in October 1999.
Those charged participated in a complex Medicare fraud scheme in connection with the
HHA. During this reporting period, four of the 26 individuals indicted, and the additional
individual charged in the information, were sentenced for their part in causing the HHA to
alegedly submit over $45 million in false claimsto Medicare. (See page 17)

L] Beneficiary Access

In an OIG review of the impact of the new interim payment system on Medicare
beneficiaries’ access to home health services, 85 percent of discharge planners reported that
Medicare patients were able to obtain home health care when needed; 83 percent said HHAS
either never or infrequently refused to take Medicare patients; and 75 percent indicated they
needed to contact only one HHA on average to obtain care for their patients. However, OIG
noted that 50 percent of planners reported that certain subgroups of patients had become
more difficult to place, and 25 percent expressed concern that some Medicare patients might
not be receiving either the length or adequacy of care they need. (See page 15)

CHILD SUPPORT ENFORCEMENT

In addition to its audit and inspection work in this area, OIG has made the detection and
prosecution of absent parents who fail to pay court-ordered child support a priority. The
OIG has worked with the Office of Child Support Enforcement (OCSE) and other Federal,
State and local partners to develop programmatic and operational procedures to expedite the
collection of child support and to bring to justice those who willfully disregard their
obligations. The OIG has opened 966 investigations of child support cases nationwide since



1995, which have resulted in 219 convictions and court-ordered restitution and settlements
of over $13.8 million.

L] Investigative Task Forces

In 1998, OIG and OCSE initiated Project Save Our Children, a crimina child support
initiative made up of multiagency, multijurisdictional investigative task forces. The task
forces bring together enforcement units from different States within certain geographical
regions. Based on the success of the initial task forces in the Midwest and Mid-Atlantic
regions, three additional task forces were opened in the Southwest, the Northeast and the
West Coast in 1999. The task forces are designed to identify, investigate and prosecute
crimina nonsupport cases both on the Federal and State levels through the coordination of
law enforcement, criminal justice and child support office resources; their goal is to create
streamlined systems of referral, investigation and prosecution that will bring to justice the
most egregious offenders. (See page 57)

L] Paternity Establishment

The OIG issued two reports on paternity establishment during this period. In one, OIG
identified some promising strategies to surmount barriers to genetic testing of putative
parents. In the second, OIG made recommendations to OCSE designed to promote greater
collaboration between local child support agencies and State vital records agencies. (See

pages 56)

OIG WORK IN PERFORMANCE MEASUREMENT

In order to identify work done in the area of performance measurement, OIG has labeled
some items throughout this report as per formance measur es with the symbol .
Performance measures are used to evaluate the achievement of a program goal, such as the
efficiency of an immunization program which is measured by the number of inoculations
provided per dollar of cost. In OIG's opinion, the audits, inspections and investigations
identified with the performance measure symbol offer management information about
whether some aspect or al of the programs or activities reviewed are achieving their
missions and goals. These proposals are provided to management for their consideration as
they develop their performance measures. (See Appendix F)

INTERNET ADDRESS

This semiannual report and other OIG materials may be accessed on the Internet at the
following address: http://www.hhs.gov/oig

Vi
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Chapter |

HEALTH CARE FINANCING ADMINISTRATION

Overview of Program Area and Office of Inspector General
Activities

The Health Care Financing Administration (HCFA) is responsible for administering the
Medicare and Medicaid programs. Medicare Part A provides hospital and other institutional
insurance for persons age 65 or older and for certain disabled persons, and isfinanced by the
Federa Hospital Insurance Trust Fund. Medicare Part B (Supplementary Medical
Insurance) is an optional program which covers most of the costs of medically necessary
physician and other services, and isfinanced by participants and general revenues.

The Medicaid program provides grants to States for medical care for certain low-income
people. Eligibility for Medicaid is, in genera, based on a person’s €ligibility for
Supplemental Security Income or the former Aid to Families with Dependent Children
program. State expenditures for medical assistance are matched by the Federal Government
using a formula that measures per capita income in each State relative to the nationa
average. The State Children’s Health Insurance Program (SCHIP), created under the new
titte XXI of the Social Security Act, will expand health coverage to uninsured children
whose families earn too much for Medicaid but too little to afford private coverage. The
SCHIP program is a partnership between the Federal and State governments in which States
may choose to expand their Medicaid programs, design new child health insurance programs
or create a combination of both.

The Office of Inspector General (OlG) has devoted significant resourcesto investigating and
monitoring the Medicare and Medicaid programs. These activities have often led to
criminal, civil and/or administrative actions against perpetrators of fraud and abuse. They
also have helped ensure the cost-effective delivery of health care, improved the quality of
health care and reduced the potential for fraud, waste and abuse.

Over the years, OIG findings and recommendations have contributed to many significant
reforms in the Medicare program. Such reforms include implementation of the prospective
payment system (PPS) for inpatient hospital services and a fee schedule for physician
services; regional consolidation of claims processing for durable medical equipment (DME);
establishment of fraud units at Medicare contractors; prohibition on Medicare payment for
physician self-referrals; and new payment methodologies for graduate medical education.



The OIG’s documentation of excessive payments led to recent statutory changes in the way
and/or the amount Medicare reimburses rural health clinics, skilled nursing facilities, home
health agencies (HHAS), hospices, ambulance services, oxygen suppliers, clinical
laboratories, suppliers of certain Medicare-covered drugs and biologicals, teaching hospitals
for indirect medical education costs and the States for Medicaid disproportionate share
payments. To ensure quality of patient care, OIG has assessed clinical and physiological
laboratories; evaluated the medical necessity of medical equipment and of services provided
by HHAS; analyzed various State licensure and discipline issues; reviewed severa aspects of
medical necessity and quality of care under PPS, including the risk of early discharge; and
evaluated the care rendered by itinerant surgeons and the treatment provided by physicians
performing in-office surgery.

The OIG aso audits HCFA's financia statements, which account for more than 84 percent
of Department of Health and Human Services (HHS) outlays. In addition to issuing an
opinion on the statements, OIG has assessed compliance with Medicare laws and regulations
and the adequacy of internal controls.

Improper Fiscal Year 1999 Medicare [ Pertormance Measure |
Fee-for-Service Payments

The OIG reports that improper payments under Medicare’s fee-for-service (FFS) system
totaled an estimated $13.5 billion during Fiscal Year (FY) 1999. This year's estimate is
about $1 billion more than last year’s estimate and is $9.7 billion less than that for FY 1996,
when OIG developed the first national error rate. While this year’s estimate is higher than
last year’s, OIG cannot conclude that the current error rateis statistically different.

The OIG developed the estimate of improper payments with the support of medical experts
who together reviewed a comprehensive, datigtically valid sample of Medicare
fee-for-service claims expenditures and supporting medical records to determine the
accuracy and legitimacy of the claims.

The OIG believes that since the first error rate of 1996, HCFA has demonstrated continued
vigilance in monitoring the error rate and developing appropriate corrective action plans. In
addition, it clearly shows that the majority of health care providers submit claims to
Medicare for services that are medically necessary, billed correctly and documented
properly. For both FYs 1998 and 1999, OIG estimated that over 90 percent of the
fee-for-service payments met Medicare reimbursement requirements.

While OIG’s 4-year analysis indicates continuing progress in reducing improper payments,
there are indicators that documentation errors and medically unnecessary services have been
and continue to be pervasive problems. These two error categories accounted for over 70



percent of the total improper payments over the 4 years. The HCFA needs to sustain its
effortsto maintain progress in reducing these improper payments. (CIN: A-17-99-01999)

Financial Statement Audit of the Health Care [ Pertormance Measure |
Financing Administration for Fiscal Year 1999

In its audit report on HCFA's FY 1999 financial statements, OIG issued an unqualified
opinion of the statements, namely that they present fairly HCFA's financial position, its net
costs, changes in net position, budgetary resources and reconciliation of net costs to
budgetary obligations as of September 30, 1999, in conformance with generally accepted
accounting principles. However, the audit found that material weaknesses continue in
financial systems and reporting, Medicare accounts receivable and electronic data
processing controls.

The OIG again found that the absence of a fully integrated financial management system
impairs HCFA's ability to accumulate, reconcile, analyze and report financial information in
a timely manner. During FY 1999, this contributed to not promptly identifying an
overfunding and underfunding of the trust fund accounts and a net loss of interest earnings.

The HCFA initiated amajor effort in FY 1999 to validate and document accounts receivable,
which resulted in HCFA being able to report that the receivables balance was fairly
presented as of the year’s end. However, OIG again found that HCFA and the Medicare
contractors still do not have adequate internal controls to ensure that future receivables will
be properly reflected in their financial reports.

Further, OIG again found that weaknesses continue in EDP general controls at the HCFA
central office and the Medicare contractors, as well as in application controls at the
contractors shared systems.

The HCFA concurred with OlG’s recommendations and is in the process of taking corrective
action. (CIN: A-17-00-00500).

Hospital Ownership of Physician Practices

As part of the changing health care market, hospitals, as well as other entities, have been
purchasing physician practices. While hospitals have historically operated outpatient clinics
located on their campuses, many of the newly acquired practices are not located on the
hospital grounds. The location and operation of these clinics raise questions regarding the
payment methods Medicare should use for the service provided by these purchased
practices. It is HCFA's policy that a hospital may treat an acquired physician practice as
either provider-based or free-standing. The hospital’s decision on how to treat the practice
will affect the amount of payment received by the hospital for physician services rendered in
the practice.



Based on its review, OIG estimated that 62 percent of for-profit and not-for-profit general,
short-term hospitals purchased or owned a physician practice. The OIG aso found that
fisca intermediaries (FIs) were aware of this ownership only about 50 percent of the time
and that this lack of knowledge resulted in afiscal vulnerability to the Medicare program.
Moreover, provider-based status increased beneficiary coinsurance costs with questionable
benefit to Medicare and its beneficiaries.

The OIG recommended that HCFA change its policy to eliminate the provider-based
designation for hospital owned physician practices; require hospitals to report all purchases
of physician practices or clinics and declare how the costs associated with the operation of
these entities are handled in hospital cost reports; and seek legislation to sanction hospitals
for failure to report the ownership of physician practices. The HCFA concurred with the
latter two recommendations, but disagreed with the first. (OEI-05-98-00110)

Analysis of Readmissions Under Medicare Prospective Payment
System

The OIG analyzed Medicare PPS claims for Calendar Years (CY's) 1996 and 1997 involving
the same-day discharge and readmission of beneficiaries from and to the same PPS
hospitals. The OIG analyzed the distribution of readmissions by provider, State, diagnosis
related group (DRG) discharge code and beneficiary level. Initsanaysis, OIG noted that a
number of beneficiaries had been discharged and readmitted repeatedly. The OIG also noted
that a substantial number of readmitted beneficiaries had the same DRG code during their
first and second stays.

Based on its analysis, OIG expressed concerns about the same-day readmission rate, and
what it intimates about the quality of care delivered and the accuracy of billing statements
related to such care. The OIG recommended that HCFA make the data in this report
available to its contracted peer review organizations for their use in focusing their reviews
on the medical care provided beneficiaries. The OIG also recommended that HCFA review
hospitals with higher than average readmission rates as well as the claims of beneficiaries
who have been multiply discharged and readmitted, or been multiply discharged and
readmitted under the same DRG code. In response to the draft report, HCFA concurred with
OIG’'srecommendations. (CIN: A-14-99-00401)

External Review of Hospital Quality: [ Performance Measure |
State Initiatives

This inspection discusses State initiatives aimed at overseeing hospital quality. It is a
follow-up to a recent series of reports that assessed the roles of HCFA and the Joint
Commission on Accreditation of Heathcare Organizations in overseeing hospitals that
participate in Medicare. In this report, OIG provides snapshots of six such initiatives in
three categories: standardized performance measures, on-site surveys and public disclosure




of hospital performance on the Internet. The State initiatives presented show that States can
draw on their own authorities and resources to add a measure of public protection not
provided by either HCFA or the Joint Commission. States contribute avaluable complement
to the existing, national approaches to externa review. In addition, States can serve as
important catalysts for continued national efforts aimed at improving hospital oversight. In
fact, these States' initiatives and others that are underway can be instructive to HCFA and
the Joint Commission, as well as to other States. (OEI-01-97-00054)

Medicare+Choice Health Maintenance Organization Extra
Benefits: Beneficiary Perspectives

In thisinspection, OIG looked at the influence of extra benefits on beneficiaries’ decisionsto
join Medicaret+Choice health maintenance organizations (HMOs). The OIG determined that
lower costs, more so than extra benefits, are the main reason for joining an HMO. Once
enrolled in an HMO, Medicare beneficiaries value prescription drugs, regular physicals and
vision benefits the most. The prescription drug benefit is least likely to meet their
expectations. While, enrollees have a good understanding of their coverage for regular
physicals, their understanding of other benefits is not as high. The OIG also found that the
HMO marketing material descriptions of extra benefits coverage were generally easy to
understand, but varied greatly. Also, there was potentia for confusion in some of the
materials.

The OIG recommended that HCFA develop mechanisms to assure comparability of
MedicaretChoice HMO plan costs and benefits. The HCFA has developed a standard
format for plan benefit summaries which were used by plans in the November 1999 open
enrollment period, and OIG encourages the completion of thistask. (OEI-02-99-00030)

Overpayments to Managed Care Organizations Due to
Overstated Capitation Rates

The Balanced Budget Act (BBA) of 1997 established the Medicare+Choice program and
directed HCFA to use 1997 standardized county rates as the basis for all future capitation
payments to managed care organizations (MCOs). Information from HCFA showed that
these rates were based on actuarial estimates and, when compared with actual costsincurred,
were overstated by 4.2 percent. Applying this percent to Congressional Budget Office
projections of further Medicare payments to MCOs, OIG concluded that the inflated
payment rates will result in Medicare overpayments totaling $11.3 billion over the next 5
years and $34.3 billion over the next 10 years.

The OIG recommended that HCFA seek legislation to correct the overstated base year rates.
The HCFA replied that the President’s Medicare reform package included a proposal to
change the methodology used to set payment rates for MCQOs, eliminating use of the
overstated base year rates. However, this reform package has not been passed, and current



legidlation continues the payment methodology with an increase in payments as well as a
delay in any competitive bidding demonstration projects. Therefore, OIG continues to
recommend that HCFA seek alegislative correction. (CIN: A-05-99-00025)

Adjusted Community Rate Proposals for Risk-Based Managed
Care Organizations

The adjusted community rate (ACR) process is designed for MCOs to present to HCFA their
estimates of the funds needed to cover the costs (both medical and administrative) of
providing the Medicare package of services to enrolled beneficiaries. In previous audits,
OIG concluded that the methodology alowing MCOs to apportion administrative costs to
Medicare was flawed and that Medicare covered a disproportionate amount of these costs.
As part of its continuing reviews of these areas, OIG reported on the administrative costs
included in the ACR proposals of numerous MCOs during this period.

A. Administrative Cost Component of Nine Managed Care Rate Proposals

The OIG determined that the HCFA methodology used to develop adjusted community rate
proposals results in Medicare paying a disproportionate share of managed care
administrative costs.  Of the nine MCOs reviewed, five exceeded the estimated
administrative costs included in their rate proposals by an average of 100 percent; the total
estimated and actual administrative costs of the five MCOs -- $231.9 million and $115.7
million, respectively -- were at variance by $116.2 million. Further, $66.3 million in costs
claimed by all nine MCOs would have been recommended for disallowance had the MCOs
been required to follow Medicare's general principle of paying only reasonable costs.

The OIG recommended that HCFA pursue legidation to extend this Medicare genera
principle to MCO administrative costs. Also, OIG recommended that HCFA consider
publishing the administrative cost rates of al MCOs participating in the Medicare program
as a means of helping Medicare beneficiaries become better educated consumers of health
care services. (CIN: A-03-98-00046).

B. Administrative Costsin Rate Proposals Are I nconsistent among Managed Care
Organizations

The OIG found that the administrative costs included in the adjusted community rate
proposals submitted by 232 risk-based MCOs for each year from 1996 through 1999
contained significant disparities among plans. In 1999, for example, the amounts allocated
by MCOs for administrative costs ranged from a high of 32 percent to alow of 3 percent;
this disparity was noted in each year of OIG’s review regardless of plan model or tax status
(such as group, individual practice association or staff, or profit or nonprofit). In contrast to
other areas of Medicare, HCFA has not established a ceiling on what an MCO can
reasonably allocate for administrative costs on its rate proposals.



The OIG recommended that HCFA establish such a ceiling, noting that $1 billion in
additional benefits or reduced payments (such as deductibles and/or coinsurance) might
have flowed to Medicare beneficiaries had a 15 percent ceiling been in effect in 1998.
While HCFA agreed that rate proposals should be more thoroughly analyzed, it disagreed
with OIG’s recommendation for a ceiling on administrative costs, claiming that it might
discourage MCOs from devel oping cost efficient plans. (CIN: A-14-98-00210)

Fee-for-Service Payments for Medicare Beneficiaries Enrolled
in Managed Care Risk Plans

In a review involving beneficiaries in Colorado, Florida, Missouri and Pennsylvania who
were enrolled in arisk plan for at least one month during CY's 1995 through 1997, OIG
found that the Medicare Flsimproperly paid $2.3 million for FFS Part A services. Because
Medicare paid capitation payments to MCOs to provide all medically necessary services for
these beneficiaries, payments under FFS were duplicate payments. The $2.3 million in
duplicate payments consisted of 733 claims in the four States. Further, OIG believes that
improper payments are being made nationally since procedures to detect and prevent these
duplicate payments have not been implemented. The amount of duplicate payments could
be significant when considering the MCO risk plan enrollees in the States not reviewed and
the fact that Medicare FFS Part B services were not reviewed. Compounding the problem is
the impact these duplicate payments have on future MCO payments. The BBA of 1997
links the 1998 and future MCO capitation rates to the 1997 Medicare FFS expenditures.

The OIG recommended that HCFA strengthen procedures to prevent and detect duplicate
payments where the MCO has payment responsibility; identify and recoup all duplicate FFS
payments made under Medicare Parts A and B for MCO enrollees, including the $2.3
million identified in this study; and consider developing a legidative proposal to adjust the
M CO capitation rates for the duplicate payments that were included in the managed care rate
calculation methodology. The HCFA agreed with the first two recommendations, but did not
believe that it was advisable at this time to undertake the third recommendation. (CIN:
A-07-97-01247)

Payments to Medicare Managed Care Risk Plans for Deceased
Beneficiaries

This fina report points out that HCFA paid $3.1 million to MCOs for beneficiaries who
were deceased. Although HCFA had recouped $1.2 million of the improper payments, $1.9
million remained outstanding due to HCFA being unaware of all the deaths and its lack of
action to collect some identified overpayments.

The OIG recommended that HCFA recover the $1.9 million erroneously paid and make
immediate system corrections to prevent continuing annual overpayments of $250,000 to
MCOs for the identified deceased beneficiaries. After issuance of the draft report to HCFA,



OIG continued work in this area and identified an additional $1.1 million in payments for
beneficiaries who died subsequent to the cut-off date of the initial review. The OIG
proposed that HCFA aso take action to recover these additional overpayments. The HCFA
has agreed to recoup all the monies derived from the disenrollment date to the time of the
corrected record, even if that payment adjustment exceeds 36 months. The managed care
system was modified in 1998 and again in November 1999 to permanently correct the
problem. (CIN: A-07-99-01283)

Medicare Managed Care: Goals of | Performance Measure |
National Marketing Guide

Thisfirst of two related inspections looked at whether Medicare’s National Marketing Guide
for managed care met its established goals in 1998. The OIG found that the goals -- which
were to expedite the marketing material review process; reduce resubmissions of material;
ensure uniform review across the Nation; and, most important, provide beneficiaries with
accurate and consumer-friendly marketing materialsto help them make informed health care
choices -- were not completely met. However, marketing guidelines were clearer than they
had been, and creating and reviewing marketing materials was easer. Two operationa
elements of the National Marketing Guide were not well understood or applied uniformly:
the Use and File system (which alows managed care plans that meet certain criteria to
distribute sales materials without prior approval from HCFA) and checklists (which help
ensure that all plan enrollees receive important information). The OIG aso found that
marketing material reviews were not tracked consistently across HCFA regions.

The OIG made a number of recommendations to address the issues identified. The HCFA
concurred with the recommendations and is already beginning to implement some of them.
(OEI-03-98-00270)

Medicare Managed Care: 1998 Marketing Materials | Performance Measure

This second report looked at whether marketing materials of managed care plans met
Federal guidelines in the first year after implementation of Medicare’s National Marketing
Guide (1998). The OIG found that few marketing materials, which had been approved by
reviewers in HCFA, were in full compliance with the National Marketing Guide. Also,
nearly half the materials were not consumer friendly.

The OIG recommended that HCFA update the National Marketing Guide to include
clarification of requirements; ensure that model materials are accurate and easy to read;
mandate use of standard member materials; develop standard review instruments; establish a
quality control system; track marketing materials reviews consistently and uniformly;
conduct meetings with noncomplying health plans; and provide training for HCFA reviewers
and managed care plans. The HCFA concurred with OIG’s recommendations and is already
beginning to implement some of them. (OEI-03-98-00271)



Early Effects of the Prospective Payment System [ Pertormance Messure |
on Access to Skilled Nursing Facilities:
Nursing Home Administrators’ Perspective

The BBA of 1997 changed skilled nursing facility (SNF) reimbursement to a prospective
payment system (PPS). As aresult of concerns about the effect of the new system, HCFA
requested that OIG assess whether the PPS is causing access problems for Medicare
beneficiaries. In an inspection report issued in August 1999, OIG concluded that no serious
problems in placing Medicare patients in nursing homes were apparent.

As a supplement to that study, OIG interviewed a random sample of 57 nursing home
administrators and personnel responsible for assessing residents needs. The OIG
determined that few nursing home administrators believed that access to nursing home care
had become a problem because of the PPS. However, most administrators stated that they
scrutinized patients medical status to a greater extent than prior to implementation of the
PPS.  While administrators said that they preferred to admit certain types of patients,
Medicare data showed no change in nursing home placements. Over 80 percent of
administrators supported the overall concept of the PPS, though they stressed the need to
revise some of the current reimbursement rates.

The findings in OIG’s two reports indicated that while nursing homes had changed their
admission practices in response to the PPS, access to skilled nursing care had not become a
problem in many areas, most likely because beds were available. However, since these
practice changes may affect beneficiaries with certain medical conditions and may also
affect nursing homes reimbursement, the Department must remain vigilant to potentia
problems. The HCFA generdly agreed with OIG's findings and conclusion.
(OEI-02-99-00401)

Infusion Therapy Services Provided in Skilled Nursing Facilities

In areview of three infusion suppliers for the period 1995 through 1998, OIG determined
that they provided Medicare-reimbursed SNFs with infusion therapy services that were
excessively priced and unnecessary. In addition, the three infusion suppliers billed certain
infusion services incorrectly, causing those costs to be misclassified on the SNFs' cost
reports. This occurred because the reimbursement system was vulnerable to abusive billing
schemes. As aresult, patients were placed at undue risk, Medicare overpaid the SNFs and
the overpayments may have been included in the base year costs used to establish the PPS
rates.

The OIG recommended that HCFA consider the impact of improper payments for infusion
therapy services before making any refinements or updates to the SNF PPS rates; identify
and recover overpayments made to SNFs for unnecessary and overpriced infusion services
prior to the adoption of PPS; and direct its contractors to perform medical reviews of



selected SNF patients to ensure that patients are receiving appropriate levels of infusion
therapy. The HCFA generally agreed with OIG’s recommendations. (CIN: A-06-99-00058)

Major Hospital Initiatives

The OIG has launched five national projects involving civil actions at hospitals that were
falsely billing the Medicare program. Three of the five grew from OIG hospital audits that
identified irregularitiesin Medicare billing practices.

A. Physiciansat Teaching Hospitals

The OIG has undertaken a nationwide initiative to review compliance with the rules
governing reimbursement to physicians at teaching hospitals (also known as the PATH
initiative). The specific objectives of the PATH audit initiative are to verify compliance with
the Medicare rules governing payment for physician services provided by residents and
teaching physicians, and to ensure that all claimsfor physician services accurately reflect the
level of service provided to the patient.

M edicare pays the costs of training residents through the graduate medical education (GME)
program. Medicare also pays an additional amount in recognition of the additional costs
associated with training residents (also known as indirect medical education or IME). These
payments can total over $100,000 per resident per year. Medicare paid approximately $8
billion to teaching hospitals in 1998 for the costs of training residents. The Medicare
payments described above include payments to teaching physicians for their role in
supervising residents.

The fundamental tenet of the PATH initiative is that in order to receive reimbursement from
Medicare Part B for a service rendered to a patient, the teaching physician must have
personally provided that service or have been present when the resident furnished the care.
Physicians claiming reimbursement for services performed by the resident alone are making
a duplicate claim -- one that has aready been paid for under Part A through the GME and
IME payments.

The PATH audits also include areview of Part B claimsinformation and medical records to
determine if the teaching physician claimed the appropriate reimbursement for the level of
service provided. The Medicare billing system’s vulnerability to upcoding is a longstanding
concern at OIG. The PATH reviews are designed to detect patterns or practices of upcoding,
resulting in unwarranted loss to the Medicare Trust Fund.

In sum, the PATH initiative has been undertaken as a result of OIG’s extensive audit and
investigative work in this area. To date, six institutions have entered into settlements with
the Federal Government to resolve potential False Claims Act liability related to improper
claims for Part B physician services submitted in the teaching setting. These settlements
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have resulted in the Government’s recovery of over $75 million. As a condition of
settlement, these ingtitutions have aso implemented compliance programs to prevent and
detect future improper claims. Reviews completed at four other institutions disclosed no
major problems with either billings in the teaching setting or upcoding, demonstrating that
providers can and do bill the Medicare program correctly, and reviews at two institutions
resulted in administrative overpayment settlements with the carriers.

Separately, four investigations not part of the PATH initiative, but which included billings
for teaching physicians, concluded in False Claims Act settlements totaling over $31
million. In all of these cases, the providers also entered into corporate integrity agreements
with OIG.

To determine whether, and to what extent, problems similar to those noted above were
present at other teaching institutions throughout the Country, the PATH project was
expanded into a national initiative, but limited to those institutions that received clear
guidance before December 30, 1992 from the Medicare Part B carriers communicating the
applicable HCFA reimbursement standards. As an alternative to OIG auditors conducting
the audits, these providers are given the opportunity to conduct self-audits by contracting
with an independent third party for a review of their Medicare billing practices, with
Government oversight, and to report the audit results to OIG.

B. Diagnosis Related Group Three-Day Window Pr oj ect

In 1995, OIG and the Department of Justice (DOJ) launched a national project to recover
overpayments made to hospitals as a result of claims submitted for nonphysician outpatient
services that were already included in the hospitals inpatient payment under the PPS.
Hospitals that submit claims for the outpatient service in addition to the inpatient admission
are, in effect, double billing for the outpatient services. In addition, the project seeks to
recover for those services rendered to beneficiaries during the inpatient admission that
should be included in the DRG, but are separately charged. A prevalent pattern of abuse was
identified through repeated OIG audits of hospital claims for inpatient services under PPS.
Prior to the inception of this project, OIG had issued four reports to HCFA identifying
approximately $115.1 million in Medicare overpayments to hospitals caused by these
improper billings.

This national project identified 4,660 hospitals that submitted improper billings for
outpatient services. The project is primarily coordinated by the U.S. Attorney’s Office -
Middle District of Pennsylvania. As of the end of the reporting period, settlements had been
executed with 2,672 hospitals and over $71.3 million had been recovered.

One of the most important aspects of this project is the stipulation in each settlement
agreement that each hospital will assure compliance with proper billing for inpatient and
outpatient services. Such compliance measures are designed to prevent and detect erroneous
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billing. It is hoped that the deterrent effect of possible civil actions, along with promised
compliance, will remove this source of improper claims.

C. Hospital Outpatient Laboratory Project

The OIG, DOJ and multiple States have joined forces to target false or fraudulent Medicare
and Medicaid claims in hospital outpatient |aboratories. A project begun in Ohio by OIG,
DQOJ, the State of Ohio and the Medicare Fl proved so successful, United States Attorneys’
Offices in other States began their own investigations as part of an expanded effort. This
project involves the recovery of multiple damages, when appropriate, for improper and
excessive claims submitted for hematology and automated blood chemistry tests by hospital
outpatient |aboratories. These abuses stem from the improper unbundling and double billing
of laboratory tests, and, in certain cases, the billing for certain tests that are not medically
necessary. The investigations have aso shown numerous instances of hilling for
hematology complete blood count (CBC) additiona indices that were not ordered by
physicians and were not medically necessary.

Clinical laboratory services were particularly vulnerable to these abuses because of the
multiple number of tests ordered at one time and the capability of automated equipment to
run numerous tests from one sample of blood at alow cost. Under Medicare guidelines, the
hospitals were required to bill certain groupings of blood chemistry tests using a bundled
code. The Medicare payment for blood chemistry panels is significantly less than the
payments for each test billed separately.

The OIG and DOJ, and in some digtricts, authorities from other Federal programs such as
TRICARE (the health care benefits program for current and former military employees) and
Federa Employees Health Benefits Program (FEHBP), are working together on the national
project to provide targeting data to the United States Attorneys' officesinterested in pursuing
this recovery initiative in their districts. The OIG also collaborated with DOJ to produce a
model settlement agreement that includes compliance measures, which has been
disseminated to all participating districts throughout the United States.

Thus far, 249 hospitals have entered settlements in the Hospital Outpatient Laboratory
Project, with settlements totaling more than $56 million. More hospitals are expected to
settle in the near future.

D. PPS Patient Transfer Project

Another OIG/DOJ nationwide initiative is focused on improper payments to hospitals for
patient transfers between two PPS hospitals. Under Medicare reimbursement rules, the
hospital transferring a patient is to receive a per diem payment based on the length of stay
and the DRG for the case, but no more than the full DRG payment amount, and the hospital
receiving the transferred patient is to be paid a diagnosis-related payment based on the DRG
for the case.
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Since 1986, however, OIG has found that many transferring hospitals inappropriately claim
full diagnosis-related payment rather than the per diem payment. The HCFA has already
acted on OIG's first report, which identified $227 million in recoveries and savings. The
OIG's second report, issued in November 1996, and a more recent computer analysis of
claims disclosed additional overpayments of approximately $202 million. Currently, OIGis
working with U.S. Attorneys offices nationwide, along with HCFA, to address this
continuing problem.

E. Pneumonia Upcoding Project

Medicare inpatient hospital stays are reimbursed based on the DRG that is assigned to the
patient’s stay. The determination of the appropriate DRG for a particular case depends upon
the hospital’s assignment of diagnosis code(s) and procedure codes from the International
Classification of Diseases, gth Revision, Clinical Modification (ICD-9-CM) to the inpatient
stay. Most pneumonia cases are grouped into one of four DRGs, one of which results in
significantly higher payment to the hospital than do the others. Most pneumonia cases are
grouped into the lower-paying DRGs. The OIG has found that a small percentage of
hospitals across the country have assigned a disproportionate number of pneumonia cases
diagnosis codes that result in an admission being assigned the higher paying DRG. Review
of the medical records has demonstrated that most of the cases assigned these specific
diagnosis codes at these hospitals should have been assigned a diagnosis code that would
result in assignment of alower-paying DRG.

The OIG iscurrently investigating the coding for pneumonia upcoding at over 100 hospitals.
To date, 16 hospitals have settled their liability for such coding by paying over $19.7 million
and agreeing to corporate integrity requirements.

Other Hospital Investigations

The following cases are significant examples of other hospital-related cases resolved during
this period which were not part of the special projects described above:

* A New Jersey hospital agreed to pay the Government $2.1 million to resolve
its civil liability for submitting improper Medicare claims during the period
1992 through 1997. The hospital wrongfully submitted claims for inpatient
hospital stays for patients who received outpatient services. The hospital
received greater reimbursement for the inpatient claims than it would have
received if it had billed for the outpatient services actually provided. As
part of the settlement, the hospital also agreed to enter into a 5-year
corporate integrity agreement with OIG to ensure compliance with the
requirements of Federal heath care programs. The corporate integrity
agreement includes auditing and training provisions designed to specifically
address the submission of claims for outpatient services.
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Four Ohio hospitals agreed to pay the Government a total of $530,000 to
settle allegations of submitting improper clams to Medicare. The hospitals
improperly billed Medicare for self-administered drugs (SADSs) provided in
an outpatient setting. According to program laws and regulations, Medicare
generally does not pay for SADs provided to outpatients. Rather, Medicare
Part B pays for hospital services and supplies provided incident to a
physician’s services to outpatients, including drugs and biologicals that
cannot be self-administered, with certain exceptions. These settlements are
part of a mini-project pursued by the United States Attorney’s Office for the
Northern District of Ohio involving district hospitals and this billing issue.
In these four cases, the providers voluntarily self-disclosed the issue to the
United States Attorney’s Office and entered into comprehensive corporate
integrity agreements with OIG.

The chief financia officer of a health care corporation’s Florida division,
and later the chief executive officer of the corporation’s Florida group, was
sentenced to 2 years and 9 months imprisonment, 3 years supervised release
and payment of a $10,000 fine. A stay of restitution of up to $1.68 million
was also granted until arelated civil caseisresolved. The corporate officer
was convicted of conspiracy and fraud involving Federal health care
programs. He and three others were indicted for causing the filing of
various cost reports in a manner which would reimburse a Florida hospital
substantially more than it was entitled to under the program. The claims
involved capital versus noncapital interest expensesfor loans obtained in the
1980's when the hospital was under different ownership. Based upon the
filings of the cost reports, with interest expense categorized as capital rather
than administrative and general, the Medicare, Medicaid and Civilian
Health and Medica Plan of the Uniformed Services (now TRICARE)
programs paid false claims of over $3 million.

A New York hospital agreed to pay the Government $137,000 to resolve its
civil liability under the False Claims Act. The alleged misconduct involved
claims submitted by the hospital to Medicare Part B for reimbursement for
unallowable ancillary pharmaceutical supplies provided.  When a
beneficiary has exhausted the 90-day inpatient hospital service coverage per
benefit period and the 60 lifetime reserve days coverage, the beneficiary
may, under certain circumstances, be eligible for payment of ancillary
services under Part B; the Part B pharmacy ancillary benefit is limited to a
few drugs, primarily immunological drugs. Between 1990 and 1995, the
hospital billed Medicare Part B for certain ancillary pharmacy supplies not
covered under the Part B ancillary benefit.

14



Industry Guidance

The OIG has continued to issue advisory opinions, specia fraud alerts, special advisory
bulletins and other guidance as part of its ongoing effort to promote the highest level of
ethical and lawful conduct by the health care industry. For the period from October 1, 1999
through March 31, 2000, OIG accepted 21 advisory opinion requests and issued 6 advisory
opinions. In accordance with the Health Insurance Portability and Accountability Act of
1996 (HIPAA), OIG has enlisted the help of the provider and beneficiary communities to
prevent impropriety by soliciting proposals (via Federal Register notice) for modifying
existing safe harbors to the anti-kickback statute. The OIG received 17 timely-filed
responses to the 1999 natice.

Where appropriate, OIG issues general guidance in the form of specia fraud alerts
describing practices that OIG has investigated and believes are fraudulent and specia
advisory bulletins articulating OIG’s views on emerging practices or arrangements that
potentially implicate OIG’s fraud and abuse authorities. On November 10, 1999, OIG
published in the Federal Register a special advisory bulletin on the Patient Anti-Dumping
Statute (EMTALA) addressing the requirements of the statute and the obligations of
hospitals to provide medical screenings for all patients seeking emergency services and to
provide stabilizing medical treatment to all patients whose conditions warrant it. On
February 23, 2000, OIG issued a special fraud alert entitled "Rental of Space in Physician
Offices by Persons or Entities to Which Physicians Refer." The special fraud alert describes
various space rental arrangements between physicians and entities to which they refer
patients (such as suppliers of DME or mobile diagnostic equipment) that may raise concerns
under the anti-kickback statute.

On November 19, 1999, OIG published in the Federal Register two significant regulations
creating ten new safe harbors to the anti-kickback statute. Safe harbors protect from
prosecution under the anti-kickback statute certain arrangements that squarely meet
specified conditions. Thefirst regulation was afinal rule establishing eight new safe harbors
and clarifying six of the original eleven safe harbors published in 1991. The new safe
harbors address a variety of payment arrangements, including, but not limited to, certain
arrangements in underserved urban and rural areas and investments in ambulatory surgical
center joint ventures. The second regulation was an interim fina rule with comment period
for two new safe harbors in connection with the statutory exception for certain risk sharing
arrangements created by HIPAA. The two new shared-risk safe harbors were promulgated
pursuant to a negotiated rulemaking process.

Medicare Beneficiary Access to Home
Health Agencies

The BBA of 1997 changed the way Medicare pays for home health care. The law requiresa
payment change from a cost-based method to a PPS of fixed, predetermined rates for home
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health services. Until this PPS is developed, however, HHASs are reimbursed under an
interim payment system (IPS) which imposes payment limits on their services. The IPSwas
implemented on October 1, 1997 and will continue to be in place until the PPS begins on
October 1, 2000.

At HCFA'srequest, OI G assessed how the IPS for HHAs is affecting M edicare beneficiaries
access to home health care for patients discharged from hospitals. The OIG’s analysis was
based on a survey of a national sample of 181 discharge planners and Medicare home health
data. Eighty-five percent of discharge planners reported that Medicare patients were able to
obtain home health care when they needed it; three-quarters needed to contact only one
home health care agency on average to obtain care for their patients; and 83 percent said that
home health care agencies either never or infrequently refused to take Medicare patients.
Those discharge planners who indicated that they had problemsin placing some home health
care patients attributed it to Medicare eigibility requirements as well as the interim payment
rate.

Planners noted that HHAs have changed their admissions practices over the past 2 years and
over half reported that certain subgroups of patients had become more difficult to place.
More than one quarter expressed concern that some Medicare patients may not be receiving
the length of care or the adequacy of services they need. The HCFA was glad to note that
the overwhelming majority of Medicare beneficiaries were receiving the home health care
they needed, but requested OIG to continue itswork in this area. (OEI-02-99-00530)

Medicare Home Health Services in California, | Performance Measre |
lllinois, New York and Texas: A Follow-Up Review

The OIG's first review of home health services in four States with large Medicare
expenditures -- California, Illinois, New York and Texas -- was released in 1997, and
revealed that 40 percent of payments for such services were improper or inappropriate. The
OIG's follow-up review, which covered the same four States and used FY 1998 home health
data, revealed that the improper payment rate had fallen to 19 percent. An improper or
inappropriate payment for a home health service is one that lacked a valid physician order,
was provided to a beneficiary who was not homebound, could not be documented, or took
place at aterminated HHA and for which service records could not be found.

The OIG recommended that HCFA revise Medicare regulations to require the certifying
physician to examine the patient before ordering home health services and see the patient at
least once every 60 days; consider the 19 percent rate of improper or highly questionable
services as a factor before making any changes to the current HHA payments; consider
making an equitable adjustment to the proposed HHA PPS rates or update factors to take
into account those payments that were included in the rate calculations; and instruct the FIs
to collect the identified overpayments.
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The HCFA was pleased with the progress made to reduce the payment errors in home health
claims, concurred with OIG’s concerns about inadequate physician involvement and agreed
to collect the overpayments. However, HCFA did not agree to consider these findings in
determining the prospective HHA payment rates. (CIN: A-04-99-01194)

Costs Claimed by Home Health Care Providers

The OIG conducted reviews of costs reported by various home health care providers to
determine whether the services claimed met Medicare reimbursement guidelines. The
reviews identified services that were unallowable for Medicare reimbursement because they
lacked proper physician authorization, were not properly documented to show that a medical
service was performed, were rendered to beneficiaries who were not homebound, were not
reasonable and necessary or did not meet the intermittent criteria related to skilled nursing.

In separate reviews of three home health care providers, OIG identified a total of at |least
$4.1 million in claims that did not meet the Medicare reimbursement guidelines. In each
case, OIG recommended that HCFA have the intermediary recover the identified
overpayments and ensure that corrective actions are effectively implemented. (CIN:
A-02-97-01026; CIN: A-02-97-01034; CIN: A-04-98-01184)

Home Health Agency Fraud

Home health agencies are one of the fastest growing segments of the health care industry
because they allow many patients to remain in their own homes at less expense than might
be incurred at a hospital or other institution. The OIG has become aware of a number of
fraudulent arrangements by which home health care providers, medical professionals and
others associated with the operation of HHAS, inappropriately bill Medicare and Medicaid.
The following cases represent some examples of improper activities related to the provision
of home health care services:

* In the ongoing case against what was once South Florida's highest paid
Medicare HHA provider, five individuals connected with the HHA were
sentenced for their roles in the complex Medicare fraud scheme. Prior to its
closure in 1994, the HHA received approximately $42 million annually
from Medicare. The HHA alegedly submitted over $45 million in fase
clams. Four of the individuals sentenced this period were among the 26
people indicted in December 1998 on Medicare fraud related charges.
These individuals were either directly involved with the HHA or its
unlicensed or unapproved HHA subcontractors. The indictment charged
racketeering, racketeering conspiracy, money laundering conspiracy and
conspiracy to submit false claims. With these recent sentences, 24 of the 26
people originally indicted have now been sentenced. Also this period, a
fifth individual was sentenced based on his guilty plea to an information
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filed, charging him with conspiracy. This individua worked as the
day-to-day manager of operations at a transcription company that provided
nursing and home health aide progress notes to the Florida HHA and its
subcontractors.  The individual submitted invoices to the HHA which
included deliberately inflated charges for technical services not provided.
The HHA received Medicare reimbursement for the inflated costs by
submitting them as overhead expenses on quarterly and annual cost reports
filed with Medicare.

A Federal judge in New York handed down life sentences to a woman and
her son for their roles in the 1997 murder of the woman’'s former business
partner and lover. Mother and son were convicted of murder conspiracy,
murder-obstruction of justice, firearms conspiracy and use of afirearm. The
son was also convicted of possession of a firearm with an obliterated serial
number. In addition to murder-related charges, their sentences encompassed
their guilty pleas to health care fraud-related charges and included an order
to pay $1.9 million in restitution to the New York State Medicaid program.
Asfounder and executive director of an HHA fully funded by Medicaid, the
woman devised and engaged in numerous schemes to defraud the program.
When the woman's former business partner and lover became involved in a
financia dispute with her and threatened to report her schemes to the
Government, she and her son conspired his murder, and the son executed
the man. In addition, a physician was sentenced for his involvement in
these schemes to defraud Medicaid. The physician was sentenced to 5
months in a community confinement facility, 5 months home detention and
2 years supervised release as a result of his conviction for payment of
Medicaid kickbacks. He was also ordered to pay $22,000 in restitution to
the New York State Medicaid program for his illegal kickback activity.
From November 1996 through September 1997, he paid the woman, in her
position as HHA executive director, $2,000 a month in return for being
hired to perform the annual medical screening required for each of the 1,500
home attendants employed by the company. Finally, the woman’s daughter
and two others were sentenced for their involvement in the Medicaid fraud
schemes to probation and restitution totaling $144,580.

In Tennessee, two individuals were sentenced for fraudulently obtaining
Medicare funds in excess of $630,000. These individuals joined othersin a
scheme to submit false management fees on the cost reports of HHAS in
which they had a controlling or ownership interest. One of the individuals
was sentenced to 46 months imprisonment, 3 years supervised release and
ordered to pay $150,000 in restitution. The other was sentenced to 16
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months imprisonment, 3 years supervised release and ordered to pay
$145,764 in restitution.

* A registered nurse and former owner of a Texas HHA was sentenced to 5
years probation, 6 months home confinement and payment of $241,472 in
restitution for defrauding Medicare. The woman fraudulently inflated the
HHA's 1995 Medicare cost report by including a variety of inappropriate
expenses. These expenses included costs for other businesses she owned,
accrued bonuses that were not paid, nonalowable interest expenses and
nonallowable marketing costs.

* Four Maryland HHAs agreed to pay the Government a total of $253,639 to
resolve their False Claims Act liability for submitting Medicare claims for
services performed by an unlicensed, untrained physical therapist whose
credentials the HHAs failed to check. The woman’s scheme involved
posing as a physical therapist and moving from one HHA to ancther,
purportedly providing physical therapy services to Medicare beneficiaries.
To carry out her scheme, the woman used a fictitious Social Security
number and Maryland physical therapy license. She also provided fictitious
references and educational information. Three of the HHAS entered into
3-year corporate integrity agreements with OIG, aimed at their credentialing
and license verification practices. The fourth HHA agreed to similar types
of 3-year compliance provisions as part of its settlement agreement. In
addition, the woman and her husband, a co-conspirator in the scheme, were
sentenced to 10 months (with 4 months suspended) and 24 months
imprisonment, respectively, on charges o